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Sources of Change in Federal Government 
Transfer Payments to Persons, 1970-81 

L RANSFER payments to persons by 
the Federal Government are income 
payments, generally in monetary 
form, for which no current services 
are rendered.* For a variety of rea
sons that will be discussed in this ar
ticle, the increase in these payments 
accelerated in about 1970; from 1970 
to 1981, they increased more than 
fourfold, from $61 billion to $281 bil
lion (table 1). Their annual rate of 
growth of 15 percent was considerably 
higher than that of total Federal Gov
ernment expenditures (12 percent) 
and total personal income (10 per
cent), of which they are components. 
As percentages of both, transfer pay
ments rose sharply from 1970 to 1975. 
Subsequently, they leveled off at ap
proximately 41 percent of total ex
penditures and fluctuated around 11 
percent of total personal income. 

Table 1. —Federal Government Transfer 
Payments to Persons 

1970 
1971 
1972 
1973 
1974 
1975 

1976 
1977 
1978 
1979 
1980 
1981 

Billions 
of 

dollars 

61.3 
72.7 
80,5 
93,3 

114,5 
146,3 

158,8 
169,6 
181,8 
205,0 
246,2 
280,9 

Percent
age of 
total 

Federal 
Govern

ment 
expendi

tures 

30,0 
32,9 
33,0 
35,3 
38,3 
41,0 

41,3 
40,3 
39,4 
40,2 
40,9 
40,8 

Per
centage 

of 
person

al 
income 

7.6 
84 
8.5 
88 
9,8 

11,6 

114 
11,0 
10,5 
10 5 
114 
11,6 

The growth in the level and the rel
ative size of transfer payments can be 
attributed to several sources: (1) auto
matic cyclical effects, (2) automatic in
flation effects, and (3) legislation and 
other factors. Automatic cyclical ef
fects arise from the responsiveness of 
several transfer programs to the level 
of unemployment.* Changing unem
ployment causes the number of 
beneficiaries or the payments per ben
eficiary to change automatically for 
such transfers as regular and ex
tended unemployment benefits; old-
age, survivors, and disability insur
ance (OASDI) benefits; food stamps; 
and veterans readjustment benefits. 
Changes in transfer payments attrib
utable to cyclical effects tend to be 
offsetting over time—rising during 
downturns and falling during up
turns. 

Automatic inflation effects arise 
from the response of programs to 
changes in the general level of 
prices.^ Indexed programs—those that 
are linked by legislation to changes in 
a price index—include OASDI, rail
road retirement benefits, military re
tirement benefits. Federal civilian re
tirement benefits, workers' compensa
tion for Federal employees (FECA), 
coal miners' disability and survivor 

1. In the national income and product accounts 
(NIPA's), there are two components of Federal trans
fer payments: to persons and to foreigners. This arti
cle deals only with the former, which is detailed in 
NIPA table 3.11. 

2. For a detailed description of the cyclical respon
siveness of individual programs, see Frank de Leeuw, 
Thomas M. Holloway, Darwin G. Johnson, David 8. 
McClain, and Charles A. Waite, "The High-Employ
ment Budget: New Estimates, 1955-80," SURVEY OF 
CURRENT BUSINESS 60 (November 1980): 41-3; and 
Darwin G. Johnson, "Sensitivity of Federal Expendi
tures to Unemployment," Public Finance Quarterly, 
vol. 9, no. 2 (January 1981): 5-21. 

3. For a detailed description of the inflation sensitiv
ity of individual programs, see U.S, Congress, Senate, 
Committee on the Budget, Indexation of Federal Pro
grams, by Congressional Research Service (Washing
ton, D.C: U.S. GPO, 1981). 

benefits (black lung program), food 
stamps, supplemental security income 
(SSI), and veterans pensions and sur
vivor benefits. Nonindexed inflation-
sensitive programs—those that auto
matically change with changes in 
prices but are not linked by legisla
tion to a specific price index—include 
unemployment benefits and medicare. 
Unlike the cyclical effects, which tend 
to be offsetting, the inflation effects 
tend to be cumulative; current bene
fits levels reflect not only the most 
recent inflation adjustment, but also 
the inflation adjustments of the past. 

Legislative changes, in addition to 
introducing and eliminating pro
grams, affect the number of benefici
aries or benefits per beneficiary in on
going programs. The distinction be
tween this source of change, on the 
one hand, and automatic cyclical ef
fects and automatic inflation effects, 
on the other, is that legislative 
changes are discretionary actions. For 
example, major social security benefit 
increases were legislated prior to the 
beginning of the automatic indexing 
of the program in 1975. 

Several other factors may affect 
transfer payments. Demographic 
changes affect programs with age-sen
sitive eligibility requirements, such as 
social security and medicare. Noncy-
clical growth in real wages affects 
programs with wage-sensitive benefits 
levels, such as unemployment bene
fits. Also, the willingness of eligible 
beneficiaries to apply for benefits may 
change with the degree of public ac
ceptance of the programs. 

The next section of the article pre
sents an overview of the sources of 
change in transfer payments. The 
final section describes each major pro
gram. 

25 
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The sources of change: overview 

Table 2 and chart 10 show changes 
in transfer payments and estimates of 
automatic cyclical effects (cycle-in
duced changes), automatic inflation 
effects (inflation-induced changes), 
and changes due to legislation and 
other factors. The cycle-induced 
changes have increased transfer pay
ments during cyclical downturns, and 
have decreased them during recover
ies.'' The two periods with marked 
cycle-induced increases in transfer 
payments over several quarters were 
during the 1974-75 recession and the 
1980 recession. The long period of 
cycle-related decreases in transfer 
payments from the fourth quarter of 
1975 to the second quarter of 1979 re
flects steadily declining unemploy
ment rates during the period. 

Inflation-induced changes have in
creased transfer payments during 
every quarter of the 1970's and 1980's, 
reflecting the continuous upward 
movement in prices during the 
period.^ Sharp upward movements are 

4. Cycle-induced changes in transfer payments are 
measured using procedures developed in estimating 
the high-employment budget. In estimates of the high-
employment budget, cyclically sensitive expenditure 
programs are adjusted to levels consistent with the 
high-employment unemployment rate—approximately 
5.1 percent since 1975. Expenditure adjustments—dif
ferences between program levels under actual condi
tions and under high-employment conditions—reflect 
the cycle-induced dollar levels of the programs result
ing from the deviation of the actual unemployment 
rate from the high-employment unemployment rate. 
Changes in these expenditure adjustments reflect 
changes in the programs attributable to cyclical 
changes. The specific procedures for estimating the ex
penditure adjustments by program are discussed in de 
Leeuw, et al., "High-Employment Budget: New Esti
mates, 1955-80," pp. 20-21, 41-43. 

5. The procedures to estimate the inflation-induced 
changes are shown below. For each program, letting 
N=the number of beneficiaries, R=real benefits per 
beneficiary, and P = a price index appropriate to the 
program, total benefits by program, B, are: 

B = NRP 
Changes in benefits can be factored as follows: 

AB = A(NRP) 

= N-,R_,AP-^PA(NR) 
= N . , R . , A P + P_,A(NR)-fAPA(NR) 

The N _ iR _ 1AP term is the inflation-induced change in 
the program given previous benefits levels. The A P ANR 
term is the interaction of inflation-induced changes and 
changes in real benefits levels during the current quarter. 
In this article, the interaction term is attributed to inflation 
effects, although this is not the only possible interpreta
tion. In any case, the quantitative effects of the interaction 
term are small. Summing these two terms gives an esti
mate of the inflation-induced change in the program equal 

AP toB •^. This approach to estimatingtheinflation-mduced 
change by program is consistent with published estimates 
of inflation-induced changes in high-employment expendi
tures. See Frank de Leeuw and Thomas M. Holloway, 
"The High-Employment Budget: Revised Estimates and 
Automatic Inflation Effects," SURVEY 62 (April 1982): 32 
-33. 

particularly pronounced beginning 
with the introduction of indexing to 
OASDI, SSI, and railroad retirement 
in the third quarter of 1975, and con
tinuing with inflation adjustments to 
these programs in the third quarter of 
each subsequent year. The large ef
fects in the thirci quarters of 1979, 
1980, and 1981 are due to high infla
tion rates during the periods upon 
which the inflation adjustments are 
based and to the increased size of the 
adjusted programs. 

Changes in transfer payments at
tributable to legislation and other fac
tors are calculated as the residual of 
changes in total personal transfer 
payments less cycle-induced changes 
and inflation-induced changes. These 
changes show two different patterns. 
During the 1970-75 period, the 
changes were very volatile; during 
1976-81, the changes were relatively 
stable. The volatility of the changes 
in the 1970-75 period is primarily due 
to legislated social security benefit in
creases. In addition, the changes in 
1975 included a one-time payment 
under the Tax Reduction Act of 1975 
and legislated temporary unemploy
ment benefits. The stability of the 
changes in the latter period occurs 
after the importance of indexing in
creased, suggesting that indexing has 
replaced some of the tendency to leg
islate benefit increases. The relatively 
sharp increase in the third quarter of 
1980 was due to small benefit in
creases in a number of programs; 
there was no major change in any one 
program. 

The sources of change in transfer 
payments are cumulated in chart 11.® 
Of the total change in the level of 
transfer payments through the fourth 
quarter of 1981 of $242 billion, $116 
billion, or 48 percent, was related to 
automatic inflation effects; $13 bil
lion, or 6 percent, was related to auto
matic cyclical effects; and $113 bil
lion, or 47 percent, was related to leg-

6. The cumulation of the estimated changes in 
transfer payments attributable to automatic inflation 
effects, automatic cyclical effects, and legislation and 
other factors is not a clear indication of the effects of 
these sources of change on the current level of trans
fer payments. In each quarter, these changes are cal
culated given the initial conditions at that time. Be
cause the initial conditions depend on all of the earli
er changes in the programs, not just changes attribut
able to any one source, cumulated changes attributa
ble to each source depend in part on the past history 
of the other sources. For this reason, estimates of the 
effects of these sources of change on current program 
levels must be interpreted cautiously. 

islation and other factors. The auto
matic effects of inflation on the levels 
of transfer payments have increased 
sharply since 1975, while the levels 
associated with legislation and other 

Table 2.—Sources of Change in Federal 
Government Transfer Payments to Persons 

[Billions of dollars, quarters at seasonally adjusted annual 
rates] 

Year and quarter 

1970 
1971 
1972 
1973 
1974 
1975 

1976 
1977 
1978 
1979 
1980 
1981 

1970: 
I 
11 
Ill 
IV 

1971: 
I 
II 
Ill 
IV 

1972: 
I 
II 
Ill 
IV 

1973: 
I 
II 
Ill 
IV 

1974: 
I 
11 
Ill 
IV 

1975: 
I 
II 
Ill 
IV 

1976: 
I 
II 
Ill 
IV 

1977: 
I 
II 
Ill 
IV 

1978: 
I 
II 
Ill 
IV 

1979: 
I 
11 
Ill 
IV 

1980: 
I 
II , 
Ill 
IV 

1981: 
I 
II 
Ill 
IV 

Total 
change 

10,7 
11,4 
7,8 

12,8 
21,2 
31,8 

12,5 
10,8 
12,2 
23,2 
41,2 
34,7 

1,7 
9,3 

- . 1 
3.2 

1.2 
7.0 
0 
1,0 

2,1 
,1 

1.1 
10.4 

1.3 
1.7 
2,4 
2,4 

7,6 
7,1 
6,8 
6,0 

9.7 
13.9 
3.2 
1.4 

3,2 
- . 5 
5.9 
2.3 

2,4 
,2 

5,9 
3,1 

1,9 
,1 

8,2 
3,3 

4,2 
4,7 

15,0 
5,4 

7,8 
7,5 

28,3 
3,8 

3,7 
3,1 

17,1 
5,0 

Change due to 

Auto
matic 

cyclical 
efTects 

1,2 
2,1 

- , 7 
- 1 , 5 

1,5 
9.4 

- 1 , 9 
- 2 , 2 
- 3 , 4 
- 1 , 0 

6,3 
1,8 

,4 
.4 
,6 
,9 

,7 
,3 
,1 

0 

- , 1 
- , 5 
- , 6 
- , 4 

- , 5 
- , 2 
- , 2 
0 

,4 
,7 
,6 

2,0 

4.6 
3,9 

,3 
- 1 , 1 

- 1 , 5 
- . 7 
- . 1 
- . 1 

- , 4 
- 1 . 1 
- 1 . 1 
- . 2 

- 1 . 3 
- 1 . 1 
- . 4 
- . 7 

0 
- , 3 

,3 
,6 

1,1 
4,3 
3,0 

.1 

- , 7 
- , 6 
- , 8 
2,8 

Auto
matic 
inila-
tion 

effects 

1.0 
1,2 
.9 

1,2 
3,3 
7,2 

9.3 
8,8 

10,0 
14,2 
22,1 
26,3 

,3 
,2 
,4 
,3 

,2 
,3 
,5 
.1 

.2 

.1 

.5 

.2 

,2 
,2 
.7 
.5 

1.3 
.5 

1,4 
,7 

1,6 
,8 

6,9 
1.0 

.9 
1.3 
5,6 

,6 

,8 
1,3 
6,1 
1,2 

,8 
1,0 
7,3 
1.7 

1.2 
1.4 

12.1 
2,5 

1,8 
2,4 

18,7 
3,2 

2,7 
2,5 

17,8 
1.7 

Legisla
tion 
and 

other 
factors 

8.6 
8.2 
7.6 

13,1 
16,4 
15,2 

5,1 
4,2 
5,7 
9,9 

12,8 
6,6 

1,0 
8,7 

- 1 . 0 
1.9 

.3 
6,4 

- , 5 
.9 

2,0 
.6 

1,1 
10,6 

1,6 
1,8 
1,9 
2,0 

5,9 
5.9 
4.7 
3.3 

3,5 
9.2 

- 4 . 0 
1.6 • 

3,8 
- 1 , 0 

,4 
1,8 

2,0 
0 
,9 

2,0 

2,3 
,2 

1,3 
2,3 

3,0 
3,6 
2,6 
2,3 

4,9 
,8 

6,6 
,5 

1,7 
1,2 
0 
,5 
-
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factors show much slower growth 
than during the 1970-75 period. 

Growth in transfer payments was 
broadly distributed across the major 
transfer programs. The contribution 
of these major programs to the 
growth of transfer payments is dis
cussed next. 

Major transfer payments programs 

The major Federal Government 
programs under which transfer pay
ments to persons are made may be 
placed in five categories: (1) social se
curity (excluding medicare); (2) other 
retirement and disability programs, 

Sources of Change in Transfer Payments to Persons 
CHART 10 

" I ' ' ' ' ' • - ' ' ' ^ ' ' ' - " 
15 

LEGISUTION AND OTHER FACTORS 

1970 71 72 73 74 

OS, Deparlmenl ol Commerce, Bureau ol Economic Analysis 

which consist of Federal civilian re
tirement, military retirement, rail
road retirement, FECA, and the black 
lung program; (3) medicare; (4) pro
grams with a needs test, which con
sist of SSI, food stamps, veterans pen
sions and disability, and the earned 
income credit; and (5) other programs, 
which include unemployment bene
fits, veterans readjustment, and veter
ans life insurance. Table 3 shows 
these categories as a percentage of 
total transfer payments, and chart 12 
shows the dollar levels of each catego
ry. 

Social security was the dominant 
category throughout the period, ac
counting for approximately one-half 
of total transfer payments. Other re
tirement and disability programs 
showed a slight upward trend and av
eraged 14 percent of the total. Medi
care took an increasing share, up 
from approximately 11 percent during 
the early 1970's to over 14 percent in 
recent years. The programs with a 
needs test accounted for approximate
ly the same share at the beginning 
and end of the period, with some vari
ation during the middle years. The 
"other programs" category showed 
considerable variation—from a low of 
10 percent of the total to a high of 20 
percent—due to the strong cyclical 
sensitivity of unemployment benefits. 

Social security.—Social security pro
vides monthly benefits to insured re
tired and disabled workers, and their 
dependents or survivors. Provision of 
retirement benefits began with the 
enactment of the Social Security Act 
in 1935; dependent and survivors 
benefits with the Social Security 
Amendments of 1939; and disability 
benefits with the Social Security 
Amendments of 1956. Social security 
benefits were paid to 36 million 
beneficiaries in 1981, and amounted 
to $139 billion (table 4). 

The $107 billion increase in social 
security benefits since 1970 can be at
tributed to the steady growth in the 
age-eligible population (over age 62), 
legislated benefit increases, automatic 
cost-of-living adjustments (COLA's) to 
benefits through indexing, and rising 
initial benefits. The growth in the 
age-eligible population is the primary 
cause of the nearly 10 million in
crease in the number of beneficiaries 
since 1970. Over one-half of these ad
ditional beneficiaries began receiving 
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Cumulation of Change Attributabie to Automatic Inflation Effects, 
Automatic Cyclical Effects, and Legislation and Other Factors 

CHART 11 

Billion $ 
250) 

200 

150 

100 

1970 71 72 73 74 
Nole.—See loolnole 6 lor cautions in inlerpreling Ihis chart 

U.S. Deparlmenl ol Commerce, Bureau ol Economic Analysis 

75 76 77 78 79 80 81 

benefits through early retirement 
(i.e., between the ages of 62 and 64).' 

The benefits per social security ben
eficiary were increased across-the-
board twelve times during 1970-81. 
The first five increases were directly 
legislated benefit increases; the last 
seven were COLA's made under in
dexing provisions delineated in the 
Social Security Amendments of 1972, 
effective in 1975. The percentage in
creases in social security benefits are 
shown in table 5 along with the per

cent changes in the Consumer Price 
Index (CPI) corresponding to the 
period between benefit increases. The 
legislated benefit increases were con
siderably larger than price increases 
prior to indexing; after indexing 
began in 1975, the adjustments to 
benefits were generally smaller than 
the contemporaneous increases in 
prices.* While indexing has contribut-

7. Between December 1970 and December 1978, the 
number of beneficiaries increased by 8,4 million. Of 
the 8,4 million, .5,1 million were retired-worker 
beneficiaries, of which 5,0 million began receiving 
benefits through early retirement. It is assumed that 
early retirement was as prevalent among the addition
al beneficiaries from December 1978 to December 
1981. Social Security Administration, Social Security 
Bulletin: Annual Statistical Supplement, 1980, p. 156, 

8, Under the procedures used to index social secu
rity and most other indexed programs, benefit in
creases will be less than the contemporaneous in
crease in prices during accelerating rates of price 
increase, and more than contemporaneous price in
creases during periods of decelerating rates of price 
increase. This difference occurs because the adjust
ment to benefits lags the change in the price index 
used to index the program. For example, social secu
rity benefits are adjusted in July of the current year 
on the basis of the change in the CPI from the first 
quarter of the previous year to the first quarter of the 
current year. 

ed a large amount to the dollar levels 
of social security, it is possible that 
benefit increases might have been 
even larger in the absence of index
ing. 

Although legislated actions and 
automatic COLA's are responsible for 
most of the increase in benefits per 
social security beneficiary, the calcu
lation of the initial benefit is also a 
factor. Initial benefits depend on the 
primary insurance amount (PIA), 
which is the amount payable to a 
worker entitled to a retirement bene
fit at age 65. Percentages of the PIA 
are used in calculating early retire
ment benefits, benefits for dependents 
or survivors, and all other benefit 
amounts. The PIA is calculated on 
the basis of a worker's covered earn
ings history; therefore, rising earn
ings have given higher PIA's to 
successive groups of retirees. Prior to 
the Social Security Amendments of 
1977, a flaw in the procedure used to 
calculate the PIA also contributed to 
the increase in initial benefits.® 

Other retirement and disability pro
grams.—The five programs in the 
other retirement and disability cate
gory paid benefits of $40 billion in 
1981. Three programs that cover both 
retirement and disability—Federal ci
vilian retirement, military retire
ment, and railroad retirement—pro
vide monthly benefits to retired or 
disabled workers, or their survivors. 
Federal civilian retirement consists 
largely of Civil Service retirement 
benefits first paid under the Civil 
Service Retirement Act of 1920, but 
also includes Foreign Service and 
Federal Reserve Board retirement 
benefits. Military retirement benefits, 
which were first paid under legisla
tion passed in 1861, constitute the 
oldest major program.'" Railroad re-

9, Between 1975 and 1978, infiation automatically 
increased not only the benefits per existing benefici
ary but also the ratio of the PIA to covered earnings 
for future beneficiaries. Because future beneficiaries 
were expected to receive both a higher level of earn
ings partly attributable to infiation, and a higher ratio 
of the PIA to earnings due to infiation, their benefits 
were overindexed. The 1977 Amendments eliminated 
this flaw, 

10, Legislation passed August 3, 1861 authorized re
tirement benefits for officers who retired after 40 
years of service. This legislation also established a dis
ability retirement system, A 1780 resolution of the 
Continental Congress first authorized survivors bene
fits. See u s . Department of Defense, Military Com
pensation Background Papers: Compensation Elements 
and Related Manpower Cost Items—Their Purpose and 
Ugislative Background (Washington, D.C: U,S, GPO, 
19761, pp, 145-175, 
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Federal Government Transfer 
Payments to Persons by Category 

Billion $ 
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U.S, Departmenl of Commerce, Bureau of Economic Analysis 

tirement benefits were established by 
the Railroad Retirement Act of 1937. 

Two programs—FECA and black 
lung benefits—cover only disability. 
FECA benefits, established by the 
Federal Employees Compensation Act 
of 1916, are payments to Federal em
ployees or their survivors for job-re
lated disability or death. Black lung 
benefits, established under Title IV of 
the Federal Coal Mine Health and 
Safety Act of 1969, provide compensa
tion to coal miners disabled by pneu
moconiosis or to their survivors. 

The growth in the number of 
beneficiaries in these five programs 
and rising benefits, primarily through 
indexing, have been the most impor
tant factors in the dollar growth of 
other retirement and disability pro
grams. The number of beneficiaries 
and benefits paid under these pro
grams are shown in table 4. 

Federal civilian and military retire
ment, like social security, have grown 
partly due to demographic changes— 
particularly increases in the retire
ment-age population. These changes 
are a major reason for the near dou
bling in the number of beneficiaries 
of these two programs, although eligi
bility for military retirement occurs 
after 20 years of service regardless of 
the age of the individual. The number 
of railroad retirement beneficiaries 
has not changed substantially from 
the 1970 level because of a decrease 
in the level of employment in the rail
road industry. FECA beneficiaries 
have increased steadily since 1970 due 
to increases in injury rates. Black 
lung beneficiaries rose sharply in the 

Table 4.—Beneficiaries and Benefits of Federal 
Government Transfer Payments Programs 

Table 3.—Composition of Federal Government Transfer Payments to Persons 

Year 

1970 
1971 
1972 
1973 
1974 
1975 

1976 
1977 
1978 
1979 
1980 
1981 

Transfer 
pay

ments to 
persons 
(billions 

of 
dollars) 

61.3 
72.7 
80.5 
93.3 

114.5 
146.3 

158.8 
169.6 
181,8 
205.0 
246.2 
280.9 

Percentage of transfer payments to persons 

Social 
security 
(exclud

ing 
medi
care) 

51.2 
50.4 
50,9 
54,3 
50.3 
45.1 

46.9 
49.1 
50,3 
50,0 
48,2 
49,4 

Other 
retire
ment 
and 

disabil
ity 
pro

grams 

13.3 
13.4 
13.9 
14.6 
14.0 
13.1 

13.6 
14.0 
14.5 
14.8 
14.4 
14.3 

Medi
care 

11.5 
10.8 
10.7 
10,4 
10,9 
10,6 

11,6 
12,8 
13.7 
14.3 
14.5 
15.4 

Pro
grams 
with a 
needs 
test 

10.7 
10,4 
103 
9,3 

12,7 
11,5 

117 
11,3 
111 
11.3 
10,9 
10.9 

Other 
transfer 

pro
grams 

13.3 
15.0 
14.2 
11.4 
12.1 
197 

16.2 
12.8 
10.5 
9.6 

12.1 
10.1 

Program 

Social security 
(excluding medicare). 

Other retirement and 
disability programs: 

Federal civilian 
retirement 

Military retirement.... 
Railroad retirement... 
Worlters' 

compensation for 
Federal employees 
(FECAI 

Coal miners' 
disability and 
survivor benefits 
(black tung 
program) 

Beneficiaries 
(millions) 

1970 

Programs with a needs 
test: 

Supplemental 
security income 
(SSI) 

Food stamps 
Veterans pensions 

and survivor 
benefits 

Earned income 
credit ^ 

Other transfer 
programs: 

Unemployment 
benefits 

Veterans life 
insurance 

Veterans 
readjustment... 

25.8 

.1 

9.4 

Benefits (billions 
of dollars) 

1970 

6.8 

4.8 

17 

.5 

1.5 

,4 

18.7 

4.1 
22.4 

2.7 

.4 

1.0 

3.0 
3.2 
1.7 

1.1 

5,4 

1.2 

18.2 
14.0 
5,3 

1,7 

43,3 

6,6 
10,1 

12,5 

1,3 

15,5 

1,3 

1.9 

1. Number of beneficiaries reimbursed under supplementary 
medical insurance. 

2. Number of beneficiaries is not available for 1981. 

first few years following the initiation 
of the program, then leveled off in 
1974 to levels similar to those of the 
current program, as most eligible 
beneficiaries became enrolled. 

Changes in benefits per beneficiary 
in these five programs are primarily 
related to inflation-induced changes 
through automatic COLA's. Four of 
the five programs—railroad retire
ment is the exception—have been in
dexed since 1970; railroad retirement 
benefits were indexed in 1975, at the 
same time as social security. Table 6 
shows the percent change in benefits 
per beneficiary by year attributable 
to automatic COLA's for major in
dexed programs. The cumulative 
effect in dollars is large: A beneficiary 
receiving a $100 Civil Service retire
ment or military retirement benefit 
early in 1970 would receive $254 by 
the end of 1981; a beneficiary receiv
ing a $100 FECA or black lung benefit 
in early 1970 would receive $235 or 
$188, respectively; and a beneficiary 
receiving a $100 railroad retirement 
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Table 5.—Increases In Social Security Benefits 

Date benefit increase paid' 

February 1970,, 
February 1971,, 
October 1972 
April 1974 
July 1974 
July 1975 

July 1976,, 
July 1977,, 
July 1978,, 
July 1979,, 
July 1980,, 
July 1981,, 

Percent 

benefit 
level 

15,0 
10,0 
20,0 
7,0 
4,0 
8,0 

6,4 
5,9 
6,5 
9,9 

14,3 
11,2 

Percent 
change 

in 
Con

sumer 
Price 

Index' 

11,0 
4,8 
6,0 

13,7 
2.8 
9,7 

5,4 
6,7 
7,7 

11.5 
13,0 
10,7 

1, Benefit increases beginning with July 1975 ore automatic 
indexed cost-of-living adjustments, 

2, Percent change in the CPI corresponding to the period 
between benefit increases. After indexing began, these CPI 
gercent increases are not the same as the benefit increases 

ecause the indexing procedures call for adjustments to bene
fits on the basis of lagged price increases. 

benefit in early 1975 would receive 
$182."" An additional factor affect
ing benefit levels is the initial benefit. 
The initial benefits of four of the five 
programs—black lung benefits are the 
exception—are sensitive to past earn
ings and have increased with in
creases in earnings. 

Medicare.—Medicare, established 
by the Social Security Amendments of 
1965, provides benefits for hospital 
care, physician's services, and other 
medical services. It consists of two 
parts: hospital insurance (HI) benefits 
and supplementary medical insurance 
(SMI) benefits. HI benefits cover part 
of the cost of inpatient facilities or 
home health services. SMI benefits 
pay part of the cost of services and 
supplies provided by physicians and 
at hospital outpatient facilities, and 
pays all of the cost of radiology, pa
thology, and home health services. 
Persons 65 or older and entitled to 
social security or railroad retirement. 

11. FECA benefits are not indexed in the same way 
for all beneficiaries. Benefits payable to short-term 
beneficiaries are linked to the General Schedule of 
Federal Government employee salaries. The benefits 
payable to long-term beneficiaries are linked to 
changes in the CPI. The estimated $235 benefit shown 
is calculated for a long-term beneficiary. 

12. Railroad retirement benefits are of two types: 
Tier I benefits—based on the beneficiary's combined 
railroad and social security earnings—and Tier II 
benefits—based on the beneficiary's railroad industry 
earnings and service alone. Tier I benefits are indexed 
in the same way as social security benefits and under
lie the $182 benefit estimate shown. Tier II benefite 
are tied to Tier I benefits; they increased by 32.5 per
cent of the Tier I benefit increase. The first automatic 
inflation adjustment to Tier II benefits was in 1977. 

beneficiaries of social security or rail
road retirement disability, and cer
tain renal disease patients are eligible 
for HI benefits automatically. Other 
persons 65 or older may receive HI 
benefits provided they voluntarily pay 
premiums. SMI is voluntary and 
available to all persons 65 or older 
and any other person entitled to pro
tection under HI. 

In 1981, medicare benefits amount
ed to $43 billion with 28 million eligi
ble beneficiaries (table 4). Under HI 
benefits, 7 million beneficiaries were 
reimbursed; under SMI benefits, 19 
million beneficiaries were reimbursed. 

The $36 billion increase in medi
care benefits since 1970 can be attrib
uted to the increase in the number of 
beneficiaries, liberalization of pro
gram eligibility and coverage, and the 
impacts of inflation. The demographic 
factors that caused the increase in the 
number of social security benefici
aries are a primary cause for the sub
stantial growth in the medicare case
load. HI coverage rose from 20 million 
in 1970 to 28 million in 1981. Most of 
this additional coverage was due to 
new social security beneficiaries. 
However, some of the expanded cover
age occurred through the liberaliza
tion of the medicare program. For ex
ample, the Social Security Amend
ments of 1972 extended benefits to 
disabled individuals eligible for social 
security or railroad retirement dis
ability benefits and to end-stage renal 
disease patients effective July 1, 1973. 

Some part of the increase in benefit 
payments can be attributed to more 
advanced and comprehensive treat
ment methods. Also, the services cov
ered by medicare have been expanded 
since 1970. For example, the Social 
Security Amendments of 1972 pro
vided for coverage of physical ther
apy, speech pathology, chiropractor 
services (limited to treatment of the 
spine), and several other services. The 
Social Security Amendments of 1977 
expanded coverage to include services 
in rural health clinics. 

However, it is clear that a major 
factor in the increase in the level of 
benefit payments is the increase in 
payments per beneficiary. Increases 
in payments per beneficiary are pri
marily due to the sensitivity of the 
program to the price of medical care; 
rising prices will automatically in

crease benefit payments. Table 7 -
shows percentage changes in the CPI 
and the medical care component of 
the CPI. The medical care component 
increased 167 percent from December 
1969 to December 1981, compared 
with 149 percent in the overall CPI. ^ 
The more rapid increase of medical 
care prices relative to the increase in 
overall prices has contributed signifi
cantly to the current size of medi
care. " 

Programs with a needs test.—Pro
grams with a needs test are programs > 
with income limits as an eligibility re
quirement. These programs were $31 
billion in 1981 and consist of SSI, food 
stamps, veterans pensions and disabil
ity, and the earned income credit. 

SSI benefits, established by the , 
Social Security Amendments of 1972 
to replace several Federal-State pro
grams, are an income floor for aged, 
blind, or disabled recipients who have 
little or no income or assets. Food 
stamps, established by the Food 
Stamp Act of 1964, provide coupons • 
redeemable for food at most retail 
food stores. Veterans pensions and 
disability provide benefit payments to 
low-income veterans over 65 with 
wartime service, or their survivors, 
and to veterans disabled in active mil
itary service, or their survivors. Vet
erans pensions are the element with a -
needs test. The earned income credit, 
established by the Tax Reduction Act 
of 1975 and first paid in 1976, is re
ceived by low-income workers who 
maintain a household and claim de
pendent children as exemptions. The 
number of beneficiaries and benefits 
paid under these programs are shown 
in table 4. 

The rising number of beneficiaries 
and benefits per beneficiary are re
sponsible for the dollar growth in pro
grams with a needs test. The number ; 
of SSI beneficiaries has changed very 
little from 1974—the first year of the 
program. The start of SSI is a major , 
reason for the sharp increase in 1974 
in this category in level and as a per
centage of transfer payments (table 3 
and chart 12). The number of food ' 
stamp beneficiaries more than dpu-

13. Hospital insurance deductibles and some medi
care coinsurance amounts are also sensitive to inflation 
and provide some offset to the impacts of inflation on 
benefits per beneficiary. 
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Table 6.—Automatic Inflation Adjustments to Indexed Programs 

31 

Program 

ance (OASDII, 

Coal miners' disability and survivor 
benefits (Black lung program). 

Workers' compensation for Federal em
ployees (FECA)», 

fito'. 

1981 
program 

level 
(billions 

of 
dollars) 

138,7 

18,2 

14,0 

5,3 

1,7 

,9 

10,1 

6,6 

12,5 

Date of 
initial 

pay out 

1975:3 

1965:4 

1963:4 

1975:3 

1971:1 

1966:4 

1971:3 

1975:3 

1979:3 

Price index used 

CPI 

CPI 

CPI ,, 

General schedule of 
Federal salaries, 
GS-2 level, 

CPI, general schedule „ 

Thrifty food plan 
index, 

CPI 

Automatic inflation atijustment (percent)' 

1971 

10,4 

10,4 

6,0 

4,0 

1,9 

1972 

4,8 

4,8 

5,5 

3,9 

3,7 

1973 

6,1 

6,1 

5,1 

4,8 

3,6 

1974 

12,1 

12,1 

4,8 

10,9 

29,3 

1975 

8,0 

7,3 

7,3 

8,0 

5,5 

10,7 

8,0 

8,0 

1976 

6,4 

10,8 

10,8 

6,4 

6,0 

4,4 

2,5 

6,4 

1977 

5,9 

4,8 

4,8 

5,9 

4,8 

9,3 

2,4 

5,9 

1978 

6,5 

6,8 

6,8 

6,5 

7,1 

5.3 

7,1 

6,5 

1979 

9,9 

9,0 

9.0 

9,9 

5,5 

10,7 

12,1 

9,9 

99 

1980 

14,3 

13,3 

13,3 

14,3 

7,0 

13,3 

2,5 

14,3 

14 3 

1981 

11,2 

12 4 

12 4 

11 2 

9,1 

7,8 

11,5 

112 

112 

NOTE.—CPI is Consumer Price Index for urban wage and clerical workers. 
1. July to July changes. 
2. Percent changes are for Tier I railroad retirement beneficiaries. 

3. Percent changes are for long term beneficiaries. 
4. Percent changes are for "improved law" veterans pensions recipients. 

Table 7.—Changes in the Consumer Price 
Index and Its Medical Care Component 
[Percent changes from December of preceding year] 

U)70 
1971 
1972 
1973 
1974 
1975 

1U7G 
1977 
1978 
1979 
1980 
1981 

All 
items 

5,5 
3,4 
3,4 
8,8 

12,2 
7,0 

4,8 
6,8 
9,0 

13,4 
12.5 
8,7 

Medical 
care 

7,3 
4,8 
3,3 
5,2 

12,4 
9,9 

10,1 
8,8 
8,9 

10,4 
10.3 
11,3 

bled since 1970. The Food Stamp Act 
Amendments of 1971 established 
national eligibility standards and 
authorized free food stamps to the 
poorest beneficiaries. Subsequent leg
islation in 1973, 1977, and 1979 con
tributed to the sharp increases in the 
number of food stamp beneficiaries by 
liberalizing requirements for the re
ceipt of food stamps. The number of 
beneficiaries is also sensitive to the 
level of unemployment. This sensitiv
ity accounts for part of the sharp in
crease in the number of beneficiaries 
in 1975 and in 1980. The number of 
beneficiaries of veterans pensions and 
disability has remained relatively 
stable since 1970. 

The benefits of SSI, food stamps, 
and veterans pensions and disability 

are indexed (table 6.) Indexing for SSI 
is the same as that for social security. 
Food stamp benefits are inflation-ad
justed to be consistent with the 
Thrifty Food Plan—a group of low 
cost foods considered by the U.S. De
partment of Agriculture to be nutri
tionally adequate for various house
hold sizes. As the cost of the Thrifty 
Food Plan rises, food stamp benefits 
rise. Veterans pension beneficiaries 
consist of three groups: "old law" 
beneficiaries, "new law" beneficiaries, 
and "improved law" beneficiaries; 
only the last are indexed. Veterans 
disability payments are not indexed. 

Indexing has been the only source 
of adjustment to SSI benefits per ben
eficiary. Legislation has contributed 
to the increase in veterans pensions 
and disability through periodic bene
fit increases and to the increase in 
food stamp benefits through modifica
tions in the procedures used to calcu
late benefits. One modification in the 
calculation of food stamp benefits oc
curred in 1979 when legislation al
lowed a medical deduction for elderly 
and disabled beneficiaries. The modi
fication increased benefits because, in 
calculating benefits, available income 
after deductions of allowed items and 
benefits vary inversely. 

Other transfer programs.—Other 
transfer programs were $28 billion in 
1981, and consist of unemployment 

benefits, veterans life insurance and 
readjustment benefits, and a number 
of small programs.'* The number of 
beneficiaries and benefits paid are 
shown in table 4. Since 1970, the 
dollar levels of these programs have 
been more variable than those of the 
other four categories, primarily be
cause of the strong cyclical sensitivity 
of unemployment benefits. These 
benefits, which include State unem
ployment insurance benefits, railroad 
unemployment benefits. Federal em
ployee unemployment benefits, and 
veterans unemployment benefits, are 
by far the largest program in the cat
egory. 

Unemployment benefits, first paid 
under the Social Security Act of 1935, 
are temporary benefits to workers to 
offset part of wages lost due to invol
untary unemployment. Since 1970, 
these benefits have fluctuated sharply 
with changes in the business cycle. 
Regular unemployment benefits are 
paid up to 26 weeks of unemploy
ment; extended unemployment bene
fits were automatically paid for an 
additional 13 weeks during periods of 
high national unemployment until 
recent legislation eliminated the re
quirement that States automatically 

14. Other small programs include payments to non
profit institutions, aid to students, and terminal leave 
pay for veterans. 
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provide extended benefits.'* Legisla
tion also provided a temporary exten
sion of benefits beyond 39 weeks with 
the Federal Supplemental Benefits 
(FSB) program and special benefits 
with the Supplemental Unemploy
ment Assistance (SUA) program be
ginning in 1974. FSB provided an ad
ditional 26 weeks of unemployment 
benefits beyond regular and extended 
benefits; SUA provided 39 weeks of 
benefits to workers in industries not 
covered by unemployment insurance. 
FSB and SUA benefits ended in 1978. 
Table 8 shows the national unemploy
ment rate and unemployment bene
fits by category. 

15. Nearly all extended unemployment benefits are 
paid under State unemployment insurance programs. 
Extended benefits began with the Federal-State Ex
tended Unemployment Compensation Act of 1970. 
Until passage of the Omnibus Reconciliation Act of 
1981, effective September 1, 1981, all States paid ex
tended benefits when the seasonally adjusted national 
insured unemployment rate was 4.5 percent or more 
during the most recent 13 weeks. This national trigger 
was off when the seasonally adjusted national insured 
unemployment rate was less than 4.5 percent for the 
most recent 13 weeks. When the national trigger was 
off, individual States could pay extended benefits if 
their insured unemployment rate for the most recent 
13 weeks was at least 4.0 percent and 120 percent of 
their rate during the corresponding period of the pre
ceding 2 years. The States could opt to substitute a 5,0 
percent minimum rate. The Omnibus Reconciliation 
Act eliminated the national trigger and replaced the 
previous mandatory 4.0 percent State trigger with 5.0 
percent, and the previous optional 5.0 percent State 
trigger with 6.0 percent. The adjustments to the State 
triggers becomes effective September 25,1982. 

Table 8.—Unemployment Benefits by Category and the Unemployment Rate 

1970 
1971 ... 
1972 
1973 ... 
1974 
1975 

1976 ... 
1977 
1978 
1979 ... 
1980 
1981 

Unemployment benefits (millions of dollars) 

Total 

4,186 
6,160 
6,033 
4,670 
7,021 

18,140 

16,386 
13,129 
9,417 
9,691 

16,112 
15,466 

Regular 

4,186 
6,496 
5,048 
4,417 
6,461 

12,557 

10,011 
9,283 
8,531 
9,460 

14,554 
14,235 

Ex
tended 

0 
664 
465 
141 
570 

2,671 

2,498 
1,878 

705 
232 

1,558 
1,231 

Federal 
Supple
mental 
Benefits 

»521 
'11 

2,248 

2,902 
1,288 

18 

Supple
mental 
Unem

ployment 
Assist
ance 

664 

975 
680 
163 

Unem
ployment 

rate 
(per

cent) ' 

4,9 
5,9 
6.6 
4.9 
5.6 
8.6 

7.7 
7.1 
6.1 
5.8 
7.1 
7.6 

1, Unemployment as a percentage of the civilian labor force, 
2, Benefits paid in 1972 and 1973 were temporary extensions of benefits similar to Federal Supplemental Benefits, 

The level of unemployment benefits 
per beneficiary is partly determined 
by the previous earnings of the bene
ficiary. To the extent that inflation 
has affected wages, unemployment 
benefits have increased as a result of 
inflation. However, as table 8 clearly 
indicates, the level of unemployment 
benefits primarily reflects the level of 
unemployment. 

Veterans life insurance benefits, 
largely consisting of insurance au
thorized by the National Servicemen's 
Life Insurance Act of 1940, have 
steadily increased since 1970. Because 
the last new policy was issued in 
1951, the number of outstanding poli

cies will continuously decline and 
eventually cause a decline in benefit 
payments. However, in the short-run, 
benefits are expected to increase as 
existing policyholders' age and death 
benefit claims rise. Veterans readjust
ment benefits, beginning with a series 
of laws covering World War II veter
ans, are payments to veterans for 
education and training to assist in the 
successful reintegration into civilian 
life. Readjustment benefits rose 
sharply as a result of the Vietnam 
War to peak at $5.1 billion in 1975, 
but declined sharply to $1.9 billion in 
1981. Readjustment benefits are ex
pected to continue to decline as more 
veterans reach their delimiting date. 


